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ORK AFFECTS LOCAL GOVERNMENT 

I am very apprec ia t ive  o f  the opportunity t o  t a l k  t o  t h i s  

l a r g e  gather ing of municipal f i n a n c i a l  o f f i c i a l s .  We i n  the  

General Accounting Off ice  (WO) have enjoyed a long  and con- 

s t r u c t i v e  r e l a t i o n s h i p  with your organiza t ion ,  and I know t h a t  

we have benef i ted  many times from t he  counsel sf your  officers, 

committees, and many of your members. 

Don Beatty t o l d  m e  of your i n t e r e s t  i n  the Standards €or 

A u d i t  o f  Governmental A c t i v i t i e s  which we published l a s t  year  

and asked  me t o  discuss  the a u d i t  s tandards t h i s  morning. I 

am sure t h a t  you a l s o  have an i n t e r e s t  i n  two o the r  areas  i n  

which we a re  a c t i v e ,  so I plan t o  comment a l s o  on our plans 

and r e s p o n s i b i l i t i e s  regarding general  revenue shar ing  and our 

o the r  a c t i v i t i e s  i n  intergovernmental r e l a t i o n s .  

GAO i s  d i r e c t l y  involved i n  many e f f o r t s  t o  help 

s t rengthen and improve the  q u a l i t y  of  performance o f  Government 

programs. Under the  f e d e r a l  system o f  government today, i t  i s  

no longer poss ib l e  t o  c l e a r l y  divide the  r e s p o n s i b i l i t i e s  of 

each l e v e l  o f  government OF f o r  the  various l e v e l s  o f  govern- 

ment t o  work independently. To s a t i s f a c t o r i l y  ca r ry  ou t  the  

var ious programs designed t o  improve the q u a l i t y  o f  American 
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l i f e ,  Fede ra l ,  S t a t e ,  and l o c a l  governments must work t o g e t h e r  

and l e a r n  f rom each o t h e r .  

DEVELOPMENT OF A U D I T I N G  STANDARDS 

Most  o f  you a r e  aware t h a t ,  about a yea r  ago,  we i s s u e d  

a bookle t  e n t i t l e d  "Standards f o r  Audit  of  Governmental Orga- 

n i z a t i o n s ,  Programs, A c t i v i t i e s ,  and Funct ions ."  A p r i n c i p a l  

o b j e c t i v e  o f  t h e  s t anda rds  was t o  s t i m u l a t e  S t a t e  and l o c a l  

governments t o  improve t h e  c h a r a c t e r  and q u a l i t y  of a u d i t i n g  

and eva lua t ion  o f  f e d e r a l l y  a s s i s t e d  programs. I t  i s  gener-  

a l l y  agreed t h a t  t h e  Federal  Government should r e l y  t o  t h e  

e x t e n t  p r a c t i c a b l e ,  on a u d i t s  made by S t a t e  and l o c a l  govern- 

ments. We a r e  i n t e r e s t e d ,  t h e r e f o r e ,  i n  reducing t h e  a u d i t  

workload o f  t he  Federa l  Government and e l i m i n a t i n g  d u p l i c a t e  

a u d i t  coverage. 

These s t anda rds  were developed over a p e r i o d  of almost 

3 yea r s  wi th  t h e  a s s i s t a n c e  of  t he  Municipal Finance O f f i c e r s  

Assoc ia t ion ,  o t h e r  p r o f e s s i o n a l  a s s o c i a t i o n s ,  and p u b l i c  i n -  

t e r e s t  groups t h a t  had an i n t e r e s t  i n  governmental a u d i t i n g .  

The acceptance o f  t hese  s t anda rds  by S t a t e  and l o c a l  govern- 

ments and t h e  Federa l  departments and agencies  has ,  from a l l  

i n d i c a t i o n s ,  been s u b s t a n t i a l .  

The scope o f  a u d i t s  contemplated i n  our  s t anda rds  i s  

perhaps the  area o f  g r e a t e s t  in ' t e res t .  Many members o f  t h e  

p u b l i c  account ing p r o f e s s i o n  have asked  why we cons idered  it 

necessary  t o  p u b l i s h  a u d i t i n g  s t anda rds  when t h e  American I n -  

s t i t u t e  o f  CPAs has had widely accepted a u d i t i n g  s t anda rds  for 
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inany y e a r s  and has a committee con t inua l ly  a t  work on t h i s  

sub j e c t .  

Let me a s su re  you t h a t  we i n  GAO a r e  w e l l  aware o f  t he  

i n s t i t u t e ' s  s t anda rds .  However, we have found t h a t ,  f o r  a num- 

b e r  of reasons ,  t h e  i n s t i t u t e ' s  s tandards  do n o t  provide €or  

a u d i t i n g  of  t he  scope we f i n d  necessary f o r  Government opera- 

t i o n s  e 

Inso fa r  as  a u d i t s  o f  f i n a n c i a l  s ta tements  a r e  concerned, 

t he  i n s t i t u t e ' s  s tandards  a r e  q u i t e  s a t i s f a c t o r y ,  and we i n -  

tend f o r  ou r  own s tandards  f o r  such a u d i t s  t o  be c o n s i s t e n t  

w i t h  them. However? t h i s  i s  only one o f  s e v e r a l  o b j e c t i v e s  of  

a u d i t i n g  t h a t  need t o  be considered i n  performing governmental 

a u d i t s  

I n  bus*iness,  p r o f i t  i s  the  commonly recognized s t anda rd  

of accomplishment. Hence f i n a n c i a l  r e s u l t s  o f  ope ra t ion  a r e  

o f t e n  considered reasonable  demonstrations o f  e f f e c t i v e n e s s .  

Governments, on the  o t h e r  hand, have almost no concern wi th  

prof i tmaking.  Thei r  o b j e c t i v e s  a r e  v a r i e d ,  bu t  gene ra l ly  they 

dea l  wi th  promoting the  s a f e t y ,  hea l thh ,  and wel fare  o f  t h e i r  

c i t i z e n s  Therefore  measures of t he  e f f e c t i v e n e s s  of Govern- 

ment a c t i v i t i e s  must focus on what t h e  programs a re  in tended  

t o  achieve and what they a c t u a l l y  achieve.  

Moreover, s i n c e  such programs a r e  f inanced wi th  t axpaye r s '  

funds,  t h e r e  i s  an accompanying need t o  know whether funds are 

proper ly  safeguarded from loss, whether laws and r e g u l a t i o n s  

t o  govern the  funds a r e  followed, and whether those who spend 
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t h e  funds duly cons ider  e f f i c i e n c y  and economy i n  c a r r y i n g  

out  t h e i r  work. Responsible government o f f i c i a l s  must be he ld  

accountable i n  a l l  t h e s e  a r e a s .  

GUT a u d i t i n g  s tandards  t h e r e f o r e  provide f o r  a u d i t s  of a 

broad scope. For convenience we descr ibe  t h e  d e s i r e d  scope 

of  a u d i t  work i n  t h r e e  c a t e g o r i e s :  (1) a u d i t i n g  Einancia l  op- 

e r a t i o n s  and compliance wi th  laws and r e g u l a t i o n s ,  ( 2 )  review- 

i n g  e f f i c i e n c y  and economy, and (3)  e v a l u a t i n g  program r e s u l t s .  

QUESTIONS ABOUT STANDARDS 

The i ssuance  o f  t he  s t anda rds  providing f o r  t hese  broader  

scope a u d i t s  ha5 c r e a t e d  much i n t e r e s t  on the  p a r t  o f  S t a t e  

and l o c a l  governmental o f f i c i a l s  as  we l l  as  by the  a u d i t i n g  

community i t s e l f .  A number o f  ques t ions  have been r a i s e d  r e -  

pea t ed ly .  S p e c i f i c  ques t ions  which we have heard o f t e n  and on 

which I would l i k e  t o  express  my views a r e :  

1. Is  the  a u d i t o r  s tepping  out  of h i s  a r ea  o f  competence 
when he a t tempts  t o  a u d i t  s p e c i a l i z e d  func t ions?  O r  
a s i m i l a r  ques t ion  l i k e :  Can CPAs conduct t he  broad- 
based a u d i t s  c a l l e d  for by t h e  a u d i t  s t anda rds?  

2 .  Are a u d i t o r s  expected t o  express  an o v e r a l l  opinion 
on whether t he  o rgan iza t ion  aud i t ed  i s  e f f i c i e n t  and 
economical o r  on whether t h e  programs were e f f e c t i v e ?  

3. Must efficiency-economy and program e f f e c t i v e n e s s  au- 
d i t s  be conducted annual ly  of a l l  phases o f  Government 
opera t ions  ? 

4 .  W i l l  t he se  broad-based a u d i t s  cos t  more than the  t r a d i -  
t i o n a l  f i n a n c i a l  a u d i t s ?  I f  s o ,  how can they  be j u s t i -  
f i e d ?  

CAPABILITY TO MAKE BROAD-SCOPE AUDITS 

I n  r ecen t  yea r s  GAO, which has had an extremely broad cha r -  

t e r  of a u d i t  a u t h o r i t y  and r e s p o n s i b i l i t y  s i n c e  i t s  c r e a t i o n  



* over 50 yea r s  ago, has devoted more and more e f f o r t  t o  review- 

ing  t h e  e f f i c i e n c y  and economy o f  Government ope ra t ions  and t o  

e v a l u a t i n g  the  r e s u l t s - - t h e  c o s t s  and b e n e f i t s - - o f  Government 

programs. 

i n  l a r g e  p a r t  on t h e  d i r e c t  i n t e r e s t  o f  t h e  Congress--and t o  

some degree t h e  p u b l i c - - i n  what i s  being accomplished through 

This  expansion of  t h e  a r t  o f  a u d i t i n g  has been based 

Federal  programs. 

Evalua t ions  o f  Government a c t i v i t i e s  and Government pro- 

gram r e s u l t s  i s  an a r t  about which a l l  o f  us have much t o  

l e a r n .  There a r e  many d i f f i c u l t i e s  i n  making such assessments  

p a r t i c u l a r l y  i n  t h e  s o c i a l  a c t i o n  a r e a s .  Howeverp we a r e  

p rogres s ing ,  and i n  t h e  process  we a r e  l e a r n i n g  how t o  make 

t h e s e  eva lua t ions  more u s e f u l .  Severa l  f a c t o r s  a r e  involved i n  

improving our performance and c a p a b i l i t y .  

1. We a r e  l e a r n i n g  much by doing-- through exper ience .  

2 .  We have been b u i l d i n g  an i n t e r d i s c i p l i n a r y  s t a f f  of 
eng inee r s ,  economists,  mathematicians,  and o t h e r  d i s -  
c i p l i n e s ,  a s  wel l  as accountants .  

3 .  We a r e  making ex tens ive  use o f  expe r t  c o n s u l t a n t s  i n  
va r ious  f i e l d s  and by c o n t r a c t i n g  work out  t o  a l i m -  
i t e d  degree.  

4 .  We a r e  conduct ing advanced t r a i n i n g  programs and h o l d -  
ing  s p e c i a l  seminars on program e v a l u a t i o n  i n  s p e c i f i c  
a r e a s .  

5 .  I nc reas ing ly  we are t ak ing  advantage o f  a n a l y t i c a l  and 
eva lua t ion  work o f  o t h e r  Government agencies  and non- 
government o r g a n i z a t i o n s ,  such as t h e  Urban I n s t i t u t e  
and t h e  Brookings I n s t i t u t i o n .  

We b e l i e v e  t h a t ,  wi th  proper  t r a i n i n g ,  a u d i t o r s  o f  S t a t e  

and l o c a l  governments and CPAs can a l s o  do much t o  improve 

t h e  q u a l i t y  of Government programs 
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‘Ne have a l r eady  seen evidence of work done by CPA E i r m s  

i n  t h e  a r e a s  of e f f i c i e n c y  and program r e s u l t s .  In  North 

Dakota the  l e g i s l a t i v e  a n a l y s t  and a u d i t o r  engaged t w o  CPA 

firms t o  conduct o p e r a t i o n a l  a u d i t s  o f  two S t a t e  programs. 

S imi l a r  work has been done by Montana and by I l l i n o i s - - w h e r e  

90 pe rcen t  o f  t h e  a u d i t s  a r e  done by a corps  o f  65 CPA firms. 

The T i l i n o i s  a u d i t o r  genera l  has r equ i r ed  t h a t  e f f i c i e n c y -  

economy aspec t s  be inc luded  i n  t h e  scope o f  those  CPA a u d i t s .  

Audit oDinions 

One a spec t  of  expanded a u d i t i n g  o f  governmental ope ra t ions  

t h a t  I would l i k e  t o  s p e s i f i c a l l y  comment on i s  t h e  s t a t i n g  

o f  a u d i t  op in ions .  I understand t h a t  s t a t i n g  o v e r a l l  a u d i t  

opinions on o t h e r  than  accounts and f i n a n c i a l  s t a t emen t s  g ives  

concern t o  a g r e a t  many p r a c t i c i n g  p u b l i c  accountants .  Perhaps 

t h i s  concern i s  j u s t i f i e d ,  bu t  l e t  me p o i n t  o u t  t h a t  we do n o t  

expect  t h e  convent ional  type o f  a u d i t o r P s  opinion t o  be r en -  

dered on t h e  o t h e r  a s p e c t s  sf an a u d i t .  

Providing an o v e r a l l  op in ion  on whether t h e  o r g a n i z a t i o n  

aud i t ed  i s  e f f i c i e n t  and economical, f o r  i n s t a n c e ,  i s  n e i t h e r  

necessary  nor economical. But an a u d i t o r  can s t i l l  do much 

c o n s t r u c t i v e  work and provide u s e f u l  in format ion  wi thout  ex-  

p r e s s i n g  such an opinion.  We look  t o  t h e  a u d i t o r  t o  inc lude  

i n  his r e p o r t  t h e  factual in format ion  he finds w i t h  r e s p e c t  

t o  t h e  a c t i v i t y  he has examined, t h e  conclusions he reaches ,  

and any recommendations he may have f o r  improvement. 
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The type o f  r e p o r t i n g  we  look f o r  i s  not  g r e a t l y  d i f f e r e n t  

f r o n  what p u b l i c  accountants  have provided t o  t h e i r  c l i e n t s  f o r  

yea r s  i n  what a r e  gene ra l ly  r e f e r r e d  t o  as management l e t t e r s .  

The s u b j e c t  ma t t e r  i s  extended, and a r e p o r t  on a governmental 

a c t i v i t y  w i l l  u s u a l l y  r ece ive  much wider d i s t r i b u t i o n  than  i s  

customary with p u b l i c  accountants '  l e t t e r s  t o  t he  management. 

The d i f f e r e n c e  i s  much more a ma t t e r  of  coverage and emphasis. 

FREQUENCY OF AUDITS 

With regard  t o  t h e  ques t ion  o f  whether e f f i c i e n c y -  

economy and program e f f e c t i v e n e s s  a u d i t s  must be conducted 

annual ly  o f  a l l  phases o f  c i t y  o r  county o p e r a t i o n s ,  t he  

answer i s  a s t r o n g  f r N ~ e ' r  

a u d i t s  w i l l  be made o f  t h e  va r ious  l o c a l  government func t ions  

on a c y c l i c a l  b a s i s  s o  a s  t o  cover each func t ion  perhaps once 

each 3 y e a r s .  Even i n  these  c a s e s ,  i t  i s  no t  n e c e s s a r i l y  a s -  

sumed t h a t  t he  e n t i r e  func t ion  be reviewed. Auditors  w i l l  

probably be a b l e  t o  p inpo in t  t r o u b l e  a r e a s  and then review 

these  a r e a s  i n  depth.  

It i s  contemplated t h a t  management 

COST OF BROAD-BASED AUDITS 

We th ink  i t  i s  reasonable  t o  assume t h a t  t he  broader  

scope a u d i t  w i l l  c o s t  more than  t h e  t r a d i t i o n a l  f i n a n c i a l  

a u d i t s .  

You m u s t  remember that one o f  the a u d i t o r ' s  primary purposes 

w i l l  be t o  i d e n t i f y  a r e a s  where the  o r g a n i z a t i o n ' s  ope ra t ions  

can be improved. You should a l s o  recognize t h a t  your c o s t s  

w i l l  depend somewhat on how s p e c i f i c a l l y  you can d e f i n e  f o r  

But hopefu l ly  the  b e n e f i t s  w i l l  a l s o  be much g r e a t e r .  
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t he  araditors the  s p e c i f i c  func t ion  you want examined and the  

s p c c i f i c  i s sues  you want t he  a u d i t o r s  t o  address .  

We b e l i e v e  t h a t  our s ta tement  o f  a u d i t i n g  s t anda rds  w i l l  

do much t o  he lp  improve t h e  q u a l i t y  o f  a u d i t i n g  o f  governmental 

a c t i v i t i e s .  But pub l i sh ing  such a s ta tement  i s  only a p a r t  o f  

t h e  job - -ga in ing  acceptance o f  t hese  s t anda rds  and ob ta in ing  

experience i n  a u d i t s  o f  t he  scope contemplated i s  a much more 

d i  f f i c u l  t j ob and one t h a t  w i l l  r e q u i r e  vigorous and concen- 

t r a t e d  a t t e n t i o n  f o r  a long time t o  come. 

Many members o f  your o r g a n i z a t i o n  have expressed i n t e r e s t  

i n  OUT s t a t emen t ,  as have many o t h e r  o rgan iza t ions  and i n d i -  

v i d u a l s .  So f a r  about 5 5 , 0 0 0  copies  have been d i s t r i b u t e d .  

We a r e  doing a g r e a t  d e a l  t o  p u b l i c i z e  our a u d i t  s t a n d -  

a rds  and make i t  e a s i e r  t o  understand them. For example: 

--We have h e l d  conferences a t  which w e  expla ined  the  
s t anda rds  t o  Federa l ,  S t a t e ,  and l o c a l  o f f i c i a l s  and 
CPAs i n  t h e  1 0  Federa l  r eg ions .  Over 6 , 0 0 0  people a t -  
tended t h e s e  meetings.  

--We a r e  pub l i sh ing  a book o f  ques t ions  and answers on 
t h e  s t a n d a r d s ,  and we a r e  cons ide r ing  pub l i sh ing  a 
sample a u d i t  r e p o r t  prepared i n  accordance wi th  t h e  
s t anda rds .  

--We have just about  completed a node1 S t a t e  a u d i t  s t a t u t e  
and a model a u d i t  ordinance f o r  use by governmental 
u n i t s  that want t o  e s t a b l i s h  a u d i t  o rgan iza t ions  t o  
c a r r y  o u t  t h e  kind o f  advanced a u d i t i n g  t h a t  we recom- 
mend 

--We a r e  conduceing surveys i n t o  problem a r e a s  invo lv ing  
coopera t ion  on a u d i t i n g  ma t t e r s  between t h e  Federa l  
Government and S t a t e  and l o c a l  governments. 
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National Intergovernmental Audit Forum 

Another course of a c t i o n  t h a t  we are working on is t h e  

establishment of a National Intergovernmental Audit Forum, 

In recent years the amount o f  Federal financial aid to State 

and local governments has increased almost astronomically. 

This increase--and the related management and accountability 

problems--was a major factor in our decision to develop an 

expanded code of  auditing standards. 

Coordination of  auditing efforts, however, between the 

Federal Government and State and local governments has been 

difficult t o  achieve. With the greatly improved communica- 

tions, particularly with State auditors, that grew out of  the 

process o f  developing our auditing standards statement, we 

have agreed to organize new machinery t o  improve coordination, 

avoid unnecessary duplicztion of auditing, promote intergov- 

ernmental reliance on auditing at different levels of govern- 

ment, promote training in auditing concepts and techniques in 

accordance with our auditing standards, and generally improve 

communications. 

The National Intergovernmental Audit Forum is now being 

organized, Its members will consist of Federal, S t a t e ,  and 

local governmental auditors. We hope it will be a productive 

mechanism in the future. 

We are also experimenting with the idea of establishing 

regional intergovernmental forums which would be located out- 

side of Washington. The first one has been organized in the 

southeastern States e 
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* GENERAL REVENUE SHARING 

I would l i k e  t o  t u r n  my comments now t o  another  a r e a  i n  

which I know you a l s o  have a v i t a l  i n t e r e s t - - g e n e r a l  revenue 

sha r ing .  

The S t a t e  and Local F i s c a l  Ass i s t ance  Act o f  1 9 7 2 ,  popu- 

l a r l y  known as t h e  Iievenue Sharing Act,  which was passed l a s t  

f a l l  i s  one of t he  most s i g n i f i c a n t  p i eces  o f  f i s c a l  l e g i s l a t i o n  

i n  the  histolry o f  American federa l i sm.  I t  brought a new con- 

cep t  t o  intergovernmental  f i s c a l  r e l a t i o n s .  Under t h i s  5-year  

program, adminis te red  by the  Department of  t he  Treasu ryp  a t o -  

t a l  of  about $ 3 0 . 2  b i l l i o n  i s  being d i s t r i b u t e d  t o  S t a t e s ,  

coun t i e s ,  and e s s e n t i a l l y  a l l  general-purpose u n i t s  o f  l o c a l  

government. Revenue sha r ing  has been a c o n t r o v e r s i a l  p roposa l ;  

t h e  b a s i c  cont roversy  c e n t e r s  around t h e  wisdom o f  t u r n i n g  

Federa l  revenues over t o  S t a t e  and l o c a l  governments w i t h o u t  

t h e  mul t i tude  of  c o n t r o l s  customari ly  a s s o c i a t e d  wi th  Federa l  

a s s i s t a n c e  programs. 

The a c t  gave GAO two t a s k s :  

- - F i r s t ,  t o  provide c o n s u l t a t i o n  t o  Treasury i n  e s t a b -  
l i s h i n g  f i s c a l ,  account ing,  and a u d i t  gu ide l ines  t o  be 
followed by r e c i p i e n t  governments. 

--Second, t o  review t h e  work done by Treasuryp  t h e  S t a t e  
governments, and t h e  u n i t s  o f  l o c a l  government i n  o rde r  
t o  a s s i s t  congress iona l  e v a l u a t i o n  of compliance and 
ope ra t ions .  

I n  c a r r y i n g  ou t  t h e  f i r s t  t a s k ,  we were h e a v i l y  involved 

i n  working with  Treasury on the  account ing and a u d i t i n g  s e c -  

t i o n s  o f  t h e  f i n a l  revenue-sharing r e g u l a t i o n s  which were pub- 

l i s h e d  t h i s  p a s t  A p r i l .  I b e l i e v e  t h a t  t he  r e g u l a t i o n s ,  

10 



al though they a r e  i n t e n t i o n a l l y  q u i t e  g e n e r a l ,  provide a reason-  

a b l e  framework f o r  i n s u r i n g  a c c o u n t a b i l i t y  by S t a t e  and l o c a l  

governments over t h e  r e c e i p t  and disbursement of revenue- 

s h a r i n g  funds.  I n  t h e  f i n a l  a n a l y s i s ,  however, t h e  e x t e n t  t o  

which a c c o u n t a b i l i t y  w i l l  a c t u a l l y  be achieved under t h i s  p r o -  

gram i s  l a r g e l y  up t o  you, as  municipal f i n a n c i a l  o f f i c i a l s .  I 

A l l  of  us--but p a r t i c u l a r l y  o f f i c i a l s  such a s  you--need 

t o  do a l l  we can t o  assure t h e  p u b l i c  and t h e  Congress t h a t ,  

on t h e  b a s i s  of our obse rva t ions ,  Federal  funds a r e  spen t  i n  

accordance wi th  t h e  r e g u l a t i o n s ,  a s  w e l l  a s  economically and 

e f f e c t i v e l y .  This i s  of v i t a l  importance,  no t  only because 

of revenue s h a r i n g ,  bu t  because t h e  Federal  Government can and 

should r e l y  more heav i ly  on S t a t e  and l o c a l  government i n  ad- 

m i n i s t e r i n g  a l l  Federa l  a s s i s t a n c e  programs. Revenue s h a r i n g  

i s  be ing  viewed by many a s  a t e s t  of t he  i n t e g r i t y  and respon- 

s i b i l i t y  o f  S t a t e  and l o c a l  government, and t h e  experience o f  

t h i s  program w i l l  no doubt have a d i r e c t  impact on t h e  success  

o r  f a i l u r e  of f u t u r e  a t tempts  t o  p l ace  g r e a t e r  r e l i a n c e  on 

S t a t e  and l o c a l  a d m i n i s t r a t i o n  o f  Federa l  a s s i s t a n c e  programs. 

I b e l i e v e  t h a t  t h e  a u d i t  i s  one technique which can go a 

long way toward a s s i s t i n g  S t a t e ,  l o c a l ,  and Federa l  o f f i c i a l s  

i n  t h e i r  a t tempts  t o  i n s u r e  t h a t  revenue s h a r i n g  i s  p rope r ly  

managed. We need c a r e f u l l y  planned and executed a u d i t s  which 

w i l l  (1) produce informat ion  t o  eva lua te  revenue s h a r i n g  and 

( 2 )  i n d i c a t e  whether t h e  funds a r e  be ing  used economically,  

e f f i c i e n t l y ,  and e f f e c t i v e l y .  With t h i s  thought i n  mind, t h e  
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+ r e g u l a t i o n s  encourage r e c i p i e n t  governments t o  have t h e i r  au- 

d i t s  o f  revenue sha r ing  performed i n  accordance w i t h  t h e  a u d i t  

s t anda rds  t h a t  I mentioned e a r l i e r .  I want t o  take  t h i s  op-  

p o r t u n i t y  today t o  add my pe r sona l  encouragement t o  each o f  

you t o  give s e r i o u s  c o n s i d e r a t i o n  t o  use o f  t he  s t anda rds  i n  

t h e  revenue-sharing a u d i t s  o f  your p a r t i c u l a r  government. 

GAO reviews o f  revenue sha r ing  

The Congress w i l l  no doubt be i n t e r e s t e d  i n  some type o f  

o v e r a l l  e v a l u a t i o n  a s  t o  whether t h e  Federa l  funds were spen t  

e f f i c i e n t l y  and c o n t r i b u t e d  t o  the  e f f e c t i v e n e s s  o f  t h e  S t a t e  

and l o c a l  programs i n  which they  were used. A c r u c i a l  ques- 

t i o n  i s  whether revenue sha r ing  i s  more o r  less e f f e c t i v e  than  

the  c a t e g o r i c a l  a i d  approach. Though a d e f i n i t e  answer may 

not  be p o s s i b l e ,  t h e  Congress will be seeking e v a l u a t i v e  d a t a  

t o  a s s i s t  i t  i n  dec id ing  whether revenue sha r ing  should be 

expanded, modified,  o r  d i scon t inued ,  p a r t i c u l a r l y  a s  t h e  p r e s -  

e n t  5-year  program nea r s  e x p i r a t i o n .  

I n  a n t i c i p a t i o n  o f  t hese  congress iona l  needsg  w e  have 

s t a r t e d  o r  have p lans  f o r  reviews o f  s e v e r a l  a s p e c t s  of revenue 

sha r ing .  

During t h e  p a s t  2 months, we have v i s i t e d  t h e  50 s t a t e  

governments and t h e  D i s t r i c t  of Columbia and obta ined  informa- 

t i o n  r e l a t i n g  t o  t he  s t a t u s  o f  t h e  $ 1 . 7  b i l l i o n  t h a t  t he  S t a t e s  

and the  D i s t r i c t  r ece ived  f o r  ca lendar  y e a r  1 9 7 2 .  We a re  now 

c o n s o l i d a t i n g  the  informat ion  t o  enable  us t o  i s s u e  a r e p o r t  

t o  t h e  Congress t h i s  summer. The r e p o r t  w i l l  i nc lude :  

1. A summary o f  t h e  S t a t e s ?  p l ans  f o r  u s ing  t h e  $ 1 . 7  b i l -  
l i o n .  



2 .  A breakdown of the  planned and a c t u a l  expendi tures  by 
f u r x t i o n a l  c a t e g o r i e s ,  such a s  h e a l t h ,  educa t ion ,  and 
recrea t ion .  

3. The t o t a l  amount o f  funds i n v e s t e d  and t h e  amount o f  
i n t e r e s t  earned.  

4 .  A d i s c u s s i o n  o f  problems i n  a d m i n i s t r a t i o n  t h a t  were 
encountered o r  a n t i c i p a t e d  by S t a t e  o f f i c i a l s .  

We have r e c e n t l y  i n i t i a t e d  a s i m i l a r  review t h a t  w i l l  

cover t h e  revenue-sharing a c t i v i t i e s  o f  l o c a l  governments. 

F o r  purposes o f  t h i s  review, we w i l l  v i s i t  only 250 o f  t h e  

more than  3 6 , 0 0 0  c o u n t i e s ,  c i t i e s ,  and townships t h a t  a r e  r e -  

c e i v i n g  funds.  I n i g h t  mention t h a t  ou r  sample inc ludes  t h e  

50 l a r g e s t  coun t i e s  and t h e  50 l a r g e s t  c i t i e s  a s  we l l  as 

sma l l e r  j u r i s d i c t i o n s .  The r e p o r t  on t h i s  review i s  scheduled 

t o  be i s sued  t o  the  Congress t h i s  f a l l .  

GAO a u d i t o r s  a r e  a l s o  now working a t  t h e  Of f i ce  o f  Revenue 

Sharing i n  the  Department of t h e  Treasury t o  see  how w e l l  i t  

i s  c a r r y i n g  out  i t s  a d m i n i s t r a t i v e  r e s p o n s i b i l i t i e s .  The r e -  

view work p r e s e n t l y  i n  process  i s  designed t o  a s s e s s  T reasu ry ' s  

d i s t r i b u t i o n  o f  t h e  funds a s  w e l l  a s  t h e  adequacy o f  t h e  Bu- 

r eau  o f  t h e  Census d a t a  used t o  determine t h e  amounts a l l o c a t e d  

t o  S t a t e  and l o c a l  governments. 

The Revenue Sharing A c t  d i r e c t s  Treasury t o  provide f o r  

reviews and a u d i t s  necessary  t o  i n s u r e  t h a t  t h e  S t a t e  and l o -  

c a l  governments use t h e  funds i n  accordance w i t h  t h e  var ious  

r e s t r i c t i o n s  i n  t h e  a c t  and t h e  r e g u l a t i o n s .  We-plan t o  

c l o s e l y  monitor and eva lua te  Treasu ry ' s  compliance a u d i t  e f -  

f o r t  D 
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The Of f i ce  of Revenue Sharing c u r r e n t l y  p l ans  t o  have 

only a small  a u d i t  s t a f f  (about  2 0  t o  2 5  a u d i t o r s ) .  I t  i s  

apparent  t h a t  i t  would be p h y s i c a l l y  impossible f o r  such a 

l i m i t e d  s t a f f  t o  achieve t h e  r equ i r ed  degree and depth of au-  

d i t  coverage. Therefore  Treasury p l a n s  t o  r e l y  on t h e  

o rgan iza t ions  t h a t  p r e s e n t l y  a u d i t  S t a t e  and l o c a l  governments 

t o  make t h e  necessary  compliance a u d i t s ,  We w i l l  be p a r t i c u -  

l a r l y  i n t e r e s t e d  i n  t h e  guidance t h a t  Treasury g ives  t o  t h e  

o rgan iza t ions  t h a t  w i l l  c a r r y  ou t  t he  compliance a u d i t  work 

and t h e  manner i n  which Treasury s a t i s f i e s  i t s e l f  t h a t  t hese  

a u d i t s  a r e  adequately and competently conducted. 

Our d i r e c t i o n  from t h e  Congress t o  eva lua te  t h e  revenue- 

s h a r i n g  program a l s o  seems t o  c a l l  €or  broad s t u d i e s  which 

would i n d i c a t e  t h e  impact t h a t  revenue s h a r i n g  has on t h e  Fed- 

e r a l ,  S t a t e ,  and l o c a l  r e l a t i o n s h i p s  e x i s t i n g  be fo re  t h e  i n -  

cep t ion  o f  t he  program, These s t u d i e s  could inc lude  such i n -  

q u i r i e s  a s :  

--The impact t h a t  t h e  program has on c u r r e n t  e f f o r t s  t o  
reform l o c a l  government through c o n s o l i d a t i o n  of con- 
f l i c t i n g  j u r i s d i c t i o n s  and competing t a x  u n i t s .  

--The e x t e n t  t o  which revenue-sharing funds a r e  used by 
S t a t e  and l o c a l  governments t o  provide t a x  r e l i e f  t o  
t h e i r  c i t i z e n s  a s  opposed t o  i n c r e a s i n g  t h e  l e v e l  o r  
q u a l i t y  of  government s e r v i c e s .  

--Analyses o f  t h e  e f fec ts  t h a t  S t a t e  changes t o  t he  l o c a l  
d i s t r i b u t i o n  formula have on t h e  a l l o c a t i o n  o f  t h e  
funds w i t h i n  the  S t a t e s .  

Audits  and eva lua t ions  o f  t h e  management, o p e r a t i o n ,  and 

r e s u l t s  of programs involv ing  Federa l  a s s i s t a n c e  t o  S t a t e  and 

l o c a l  governments have been d i f f i c u l t .  Methods f o r  making 
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' such aladits have been e l u s i v e .  The l ack  o f  a consensus wi th  

regard  t o  n a t i o n a l  g o a l s ;  t h e  i n a b i l i t y  t o  agree on methods 

f o r  measuring s o c i a l  o r  p u b l i c  b e n e f i t s ;  and t h e  absence of 

r e l i a b l e  a p p r o p r i a t e  and r e p r e s e n t a t i v e  d a t a  have a l l  con- 

t r i b u t e d  t o  t he  cont inuance of t hese  d i f f i c u l t i e s .  

INTERGOVERNMENTAL RELATIONS FUNCTION OF GAO 

In  our  r eo rgan iza t ion  of l a s t  y e a r ,  r e s p o n s i b i l i t y  f o r  

c a r r y i n g  o u t  a l l  GAO e f f o r t s  i n  intergovernmental  r e l a t i o n s  

a c t i v i t i e s ,  o t h e r  than t h e  a u d i t  s t anda rds  p r o j e c t ,  was cen- 

t r a l i z e d  i n  OUT General Government Div is ion .  

The Div is ion  i s  the f o c a l  p o i n t  f o r  in te rchange  o f  i n -  

formation between GAO and i n d i v i d u a l  S t a t e  and l o c a l  govern- 

ments and r e l a t e d  p u b l i c  i n t e r e s t  groups on p a s t ,  ongoing, and 

planned intergovernmental  r e l a t i o n s  a c t i v i t i e s .  Our s t a f f  

members a r e  a v a i l a b l e  t o  provide informat ion  on c u r r e n t  and 

p a s t  GAO work r e l a t i n g  t o  intergovernmental  ma t t e r s  and t o  

f u r n i s h  copies  o f  GAO r e p o r t s  d e a l i n g  wi th  intergovernmental  

problems 

For  example, ou r  s t a f f  r o u t i n e l y  f u r n i s h e s  t h e  Washington- 

based p u b l i c  i n t e r e s t  groups,  such a s  t h e  Nat iona l  League o f  

C i t i e s  and t h e  Council o f  S t a t e  Governments, w i t h  copies  of a l l  

GAO r e p o r t s  which dea l  wi th  Federa l  programs a f f e c t i n g  S t a t e  

and l o c a l  government. I n  one c a s e ,  we provided t h e  major pub- 

l i c  i n t e r e s t  groups wi th  over 1 0 0  copies  of our r e p o r t  e n t i t l e d  

"Study o f  Federa l  Programs f o r  Manpower Se rv ices  f o r  t h e  Dis- 

advantaged i n  t h e  D i s t r i c t  of Columbia" f o r  d i s t r i b u t i o n  t o  

t h e i r  c o n s t i t u e n t s .  
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I n  another  i n s t a n c e ,  i n  coopera t ion  wi th  t h e  Nat iona l  

Leagiie o f  C i t i e s ,  we made a v a i l a b l e  t o  i n d i v i d u a l  c i t i e s  cop- 

i e s  o f  our  s tudy  o f  t h e  D i s t r i c t ' s  p o l i c y  f o r  e s t a b l i s h i n g  

r e g u l a t o r y  f e e s .  During our s tudy  we had s e v e r a l  d i scuss ions  

w i t h  o f f i c i a l s  of  l o c a l  governments and found them t o  be i n -  

t e r e s t e d  i n  t he  s u b j e c t  of o u r  s tudy  because o f  t h e  p o s s i b i l i t y  

of i n c r e a s i n g  t h e i r  own l o c a l  revenue. Since t h e  e s t ab l i shmen t  

o f  f e e s  t o  provide r e g u l a t o r y  s e r v i c e s  i s  an a c t i v i t y  common t o  

most  l o c a l  governments, w e  contac ted  t h e  Nat iona l  League o f  

C i t i e s  t o  determine whether they would be i n t e r e s t e d  i n  pub- 

l i c i z i n g  t h i s  r e p o r t  i n  one o f  t h e i r  p u b l i c a t i o n s .  The league 

agreed ,  and, i n  response l o  an a r t i c l e  i n  t h e  Federa l  Aids Bul-  

l e t i n ,  we rece ived  r eques t s  from n e a r l y  1 0 0  c i t i e s ,  towns, and 

townships f o r  copies  o f  our r e p o r t .  

I th ink  it i s  appropr i a t e  a t  t h i s  time t o  c l a r i f y  how we 

perce ive  t h e  intergovernmental  r e l a t i o n s  func t ion  i n  GAO. I n  

most c a s e s ,  intergovernmental  r e l a t i o n s  groups gene ra l ly  p e r -  

form a p u b l i c  r e l a t i o n s  func t ion  o r  s e rve  a s  a c lear inghouse  

f o r  d i sseminat ion  o f  in format ion .  I n  GAO t he  intergovernmental  

r e l a t i o n s  func t ion  i s  muck broader .  We want S t a t e  and l o c a l  

o f f i c i a l s  t o  know t h a t  our  s t a f f  i s  a v a i l a b l e  f o r  i n q u i r y  on 

any ma t t e r  dea l ing  wi th  Federal  programs e s p e c i a l l y  i n  a reas  o f  

problems a s s o c i a t e d  wi th  program a d m i n i s t r a t i o n .  This i s  e s -  

p e c i a l l y  important  because the intergovernmental  r e l a t i o n s  

group i s  a l s o  r e spons ib l e  f o r  conducting broad-based s t u d i e s  

of  Federal  a c t i v i t i e s  impacting on S t a t e  and l o c a l  governments. 
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Information artd i n q u i r i e s  coming t o  us from S t a t e  and 

l o c a l  o f f i c i a l s  can form the  bas i s  f o r  some of OUT d e t a i l e d  

s t u d i e s  on the  e f f e c t i v e n e s s  o f  Federal  programs. These 

s t u d i e s  w i l l  dea l  no t  only wi th  a s ses s ing  i n d i v i d u a l  Federal  

programs, bu t  r a t h e r  wi th  t h e  system f o r  d e l i v e r i n g  Federal  

a s s i s t a n c e  with emphasis on the  S t a t e  and l o c a l  pe r spec t ive  

on how Federal  programs a r e  adminis tered.  Let me i l l u s t r a t e  

wi th  a few examples of s t u d i e s  t h a t  a r e  now i n  process  o r  w i l l  

be i n i t i a t e d  i n  t h e  nea r  f u t u r e .  

One s tudy  d e a l s  wi th  a s ses s ing  the  accomplishments o f  

Federal  Regional Councils.  We w i l l  no t  only examine the  o r -  

gan iza t ion  and s t r u c t u r e  of t he  Councils b u t  w i l l  p l a c e  s p e c i a l  

emphasis on a s c e r t a i n i n g  whether the  Councils have been suc-  

c e s s f u l  i n  s impl i fy ing  and a c c e l e r a t i n g  the  d e l i v e r y  o f  Federal  

Ass is tance  t o  S t a t e  and l o c a l  governments. We a l s o  a r e  looking 

a t  the  implementation of s e l e c t e d  Of f i ce  o f  Management and Bud- 

g e t  c i r c u l a r s  which impact on S t a t e  and l o c a l  governments. We 

a r e  e s p e c i a l l y  i n t e r e s t e d  i n  the  ope ra t ion  o f  t he  c lear inghouse  

systems under C i r c u l a r  No. A-95 and the  r eg iona l  in format ion  

systems under C i r c u l a r  No. A-98 .  Another c u r r e n t  s tudy  d e a l s  

with Federal  payments i n  lieu o f  taxes  t o  l o c a l  governments. 

Th i s  i s  a complex s u b j e c t  as there a r e  q u i t e  a number o f  i n -  

d iv idua l  programs au tho r i zed  under s e p a r a t e  l e g i s l a t i o n  which 

provide f o r  such payments. An important  element o f  t he  s tudy  

i s  measuring the  r e a l  e f f e c t  t h a t  t h e  presence o f  a Federal  

f a c i l i t y  o r  a c t i v i t y  has upon the community i n  which it i s  

l o c a t e d ,  
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I n  t h e  nea r  f u t u r e ,  we p l an  t o  s tudy  the  Federal. g r a n t -  

i n - a i d  system f rom the  p e r s p e c t i v e  o f  S t a t e s  and c i t i e s ,  t o  

i d e n t i f y  the  problems experienced wi th  t h e  system by i t s  

r e c i p i e n t s  and t o  explore  p o s s i b l e  s o l u t i o n s .  

The a rea  o f  intergovernmental  r e l a t i o n s  i s  indeed a com- 

p l e x  one but  n e v e r t h e l e s s  one of importance.  I n  view o f  t he  

i n c r e a s i n g  number o f  g r a n t - i n - a i d  programs, t he  r e s u l t a n t  d i f -  

f i c u l t  problems of  a d m i n i s t r a t i o n ,  and our d e s i r e  and need t o  

move toward broader  a r e a s  of i n q u i r y ,  we b e l i e v e  t h a t ,  i n  ad- 

c l i t ion t o  reviewing and e v a l u a t i n g  i n d i v i d u a l  programs, we 

must go f u r t h e r  and cons ide r  problems and o p p o r t u n i t i e s  f o r  

improvement from a broader  viewpoint.  We must view t h e  r e -  

s p o n s i b i l i t i e s  o f  the  Federa l ,  S t a t e ,  and l o c a l  governments 

i n  t h e  g r a n t - i n - a i d  a r e a  from t h e  p e r s p e c t i v e  o f  t h e  o v e r a l l  

p a r t  they  p l ay  i n  f i n a n c i a l  management wi th  r e s p e c t  t o  a l a r g e  

p o r t i o n  o f  t he  Federa l  budget. 

I n  conclus ion ,  I would l i k e  t o  say  aga in  how much I e s -  

p e c i a l l y  a p p r e c i a t e  t h e  oppor tuni ty  t o  be he re  wi th  you t h i s  

morning. I would l i k e  t o  leave you wi th  a f e w  sugges t ions  

t h a t  I b e l i e v e  w i l l  h e l p  make our coopera t ive  ventures  more 

p roduc t ive .  

F i r s t ,  encourage your managers and your  a u d i t o r s  t o  view 

a u d i t i n g  as a va luable  t o o l  t o  e f f e c t i v e  management o f  munici-  

p a l  programs. 

Second, s t i m u l a t e  your counc i l s  t o  be as s p e c i f i c  a s  p o s -  

s i b l e  i n  d e f i n i n g  program o b j e c t i v e s ,  g o a l s ,  and performance 

c r i t e r i a  f o r  a11 municipal programs. 
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Third, promote the development o f  progressive audit p r o -  

grams, including putting sufficient resources into training 

audit staffs. 

Fourthh, make every effort to insure the efficient use  and 

proper handling of revenue-sharing resotarces. 

Fifth, feel free to discuss your problems with us and, 

perhaps more importantly, your proposals for solving the  prob- 

lems e 

Let me close by assuring you that both our audit standards 

and intergovernmental relations organizations should be con- 

sidered by you and your staffs as available resources in carry- 

ing out your very important responsibilities. 
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